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Financing Pakistan's First Five Year Plan 


BY NURUL ISLAM 


HIS ARTICLE ATTEMPTS to appraise th various 

sources of finance contemplated for the investment 
program under the First Five Year Plan of Pakistan. 
The Plan aims at a 20 percent increase in national 
income but only 12 percent increase in per capita in- 
come as the population is expected to grow by about 
7.5 percent. The investment program designed to 
achieve this rate of growth of income is estimated to 
cost Rs. 1,160 crores (Rs. 11.6 billion or about $2,436 
million), out of which Rs. 800 crores (70 percent) 
would be spent in the public and Rs. 360 crores (30 
percent) in the private sector. The program is there- 
fore largely a public investment plan. This emphasizes 
the relative dearth of private enterprise and the com- 
parative importance given in the Plan to investment 
in social overhead facilities, which do not attract pri- 
vate initiative but nevertheless constitute the sine qua 
non of industrialization. 

The sources of the funds envisaged for the Plan are 
as follows: 


Sources Crores of Rs. Percent of Total 
Public saving 150 13 


Private saving 590 51 
Total 740 6+ 


External Finance 420 36 
Grand Total 1,160 100 


Government of Pakistan, Planning Board, The First 
Five Year Plan, 1955-60. Karachi, May 1956. p. 17. 


Source: 


The determination of the total size of the program 
has been approached mainly by estimating the avail- 
able resources. Targets tend to be realistic under such 
a procedure even though the alternative method of 
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fixing targets first and then estimating the necessary 
resources could focus attention on the need for maxi- 
mum effort, according to the maxim that, unless what 
the country aims at is slightly beyond its reach, it may 
do less than it is capable of. 


Whether the size of the investment program is ade- 
quate may be judged in the light of the increase in 
national income expected to result from it. The ratio 
between the gross investment under the Plan and the 
expected increment in national income works out at 
2.9 to 1. The incremental capital:output ratio demon- 
strated by the experience of the neighboring country, 
India, in a similar situation was slightly below 3.1 to 1 
under its First Five Year Plan, but this ratio, con- 
sidered quite favorable, was largely attributable to the 
operation of certain accidental factors, such as suc- 
cessively good monsoons and a large unmobilized sur- 
plus capacity in industry. However, it is common 
knowledge that the incremental capital:output ratio 
is partly dependent on the pattern of investment, as 
different industries have different ratios. Moreover, the 
growth of national income depends as much on the 
size of the investment program as on the organizational, 
technical and administrative skill and efficiency with 
which the investment projects are executed. In certain 
cases the latter is more important. In Pakistan’s draft 
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Plan, instead of deciding upon an overall ratio as a 
determinant of the size of the investment program, 
available resources have been estimated first and then 
direct estimates, sector by sector, of the additions to 
national income were made in an attempt to project 
the overall increase in income for the Plan period. 

The program and the amount of investment expected 
in the Plan period are given, assuming an expected 
range of shortfall. How far real resources will in fact 
be available for this level of investment, however, de- 
pends on the reliability of estimates of domestic sav- 
ing and foreign resources. For each sector again, the 
availability of resources depends on the satisfactory 
working of the financial institutions which are designed 
to mobilize savings and transfer them into different 
sectors. The projected internal saving, both public 
and private, is expected to increase from 5 to 8 per- 
cent of national income between 1955 and 1960. In the 
same period public saving is estimated to increase from 
2.4 to 5 percent of national income. 

The success of the public investment program will 
depend partly upon public saving’ (to the extent of 
19 percent) and to a large extent upon the absorption 
into the public sector of about 46 percent of the total 
estimated private saving. The amount of public sav- 
ing (which was negative prior to 1953-54 and only 
Rs. 10 crores in 1954-55) is to be raised to an annual 
average of Rs. 30 crores. This very significant rate of 
increase is to be achieved, on the one hand, by holding 
down non-development expenditure (with the excep- 
tion of a 10 percent increase in social and economic 
services and a 5 percent increase in administrative 
services) and, on the other, by increasing public reve- 
nues from 6.3 percent of national income in 1954-55 
to 8 percent in 1959-60 (the ratio was 5.7 percent in 
1950-51). Though strict comparison of this latter ratio 
as between countries of different economic features 
and taxation structure is not possible, Pakistan seems 
to have fared better in this respect than India, the 
ratio in India remaining constant more or less at 7 
percent. However, countries like Burma and Ceylon 
have much higher ratios (16 to 18 percent) .? 





1 Public saving is defined as the excess of the total tax 
and non-tax revenues over non-developmental expenditure, 
which includes general administrative services, economic serv- 
ices, social services, debt services, defence, and miscellaneous. 
Expenditure on health, education, housing is considered as 
development expenditure so that, in comparison with other 
countries, the estimate of the amount of public investment 
would appear inflated. 

2 See the report Use of Fiscal Measures for the Promotion 
of Government Capital Formation in the Far East Countries, 
by the Working Party of Experts on Financial Aspects of 
Economic Development of Far East, U.N. Economic Com- 
mission for Asia and the Far East, September 1953 
(ECAFE/I-T/FED/18). 


In view of the fact that the rate of non-development 
expenditure had almost eaten up the increase in reve- 
nues in the past and that during the Plan period the 
demand on administrative and other services will in- 
crease at a faster rate, the utmost economy will be 
needed in the utilization of existing services if the 
Plan targets are to be achieved. That the scope for 
such economy is not insignificant is corroborated by 
the Economic Appraisal Committee Report.* 


Rising Tax Revenues 

With a broadly based progressive tax system and a 
rising level of income, the proportion of tax revenue 
to national income rises even on the basis of existing 
rates of taxes. This tendency will also be strengthened 
if there is a progressive monetization of the economy 
and if the growth of income in the urban and com- 
mercial classes is faster than the growth of national 
income as a whole. However, the new taxes proposed 
will also increase revenues and they are designed to 
canalize into public coffers part of the increased in- 
come and gain in capital values by means of increased 
excise duties, reduction of tax concessions to industry 
and increase in land revenue and property and water 
taxes. 

The increased burden of taxation, resulting from 
new taxation as envisaged in the Plan, is likely to fall 
on mass consumption. Though it is not likely to de- 
press the existing level of consumption, it will fall on 
the increments of income resulting from the fruition 
of the development expenditure, and also on rental 
and unearned income. 

Public saving in Pakistan, as in other underdeveloped 
economies, assumes a special importance in view of the 
low private propensity to save. A large part of the 
increase in income can be mobilized for development 
only through public saving. In terms of the distribu- 
tive shares of national income, traditionally the largest 
source of voluntary saving in the process of indus- 
trialization has been profits. However, the very fact 
of under-development of the economy means that 
profits have not grown to be a sufficiently large part 
of national income. If the long wait necessary for the 
slow growth of private profits to such a high level is 
to be avoided, public saving is an effective way of 
hastening a higher rate of capital formation. In the 
nature of the case, the burden of taxation necessary 
to attain a high level of public saving will therefore 
fall largely on wages, salaries, peasants’ income and 
rents. 

It may be relevant in this context to examine the 
suitability of a tax on expenditures at higher levels 





3 Government of Pakistan, Ministry of Economic Affairs, 
Economic Appraisal Committee Report, ‘1953, pp. 150-153. 
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(beyond a certain maximum) as an effective check 
on private spending and ostentatious consumption. Such 
an expenditure tax may be combined with a lower 
marginal rate of income taxation. The introduction 
of a system of a comprehensive tax return in which 
the taxpayer reports his wealth at the beginning and 
end of the period, and gives an account of his income 
and gratuitous receipts and capital transactions, would 
serve more than one purpose. It would help the as- 
sessment of the expenditure tax, as expenditure would 
be estimated as current accruals including gratuitous 
transfers and realized capital gains minus accretion to 
net worth. This would als. ‘acilitate verifying the in- 
ternal consistency of each taxpayer’s return and check- 
ing the returns of other taxpayers. The administrative 
difficulties involved in such a system may be counter- 
balanced by the gains, especially if we take into ac- 
count the extent of tax evasion which must be sig- 
nificant in Pakistan, if the experience of neighboring 
India with similar conditions is any guide.* To be con- 
sistent it may also be pointed out that some of the 
tax proposals (such as the property and betterment 
taxes suggested by the Plan) would raise no less serious 
administrative difficulties. 


Tax on Imports 

It must be remembered, however, that it will take 
considerable time before most of the new taxation 
measures can be studied in detail, adopted and imple- 
mented. Their yield will accrue only after a time-lag, 
possibly only in the last year or two of the Plan period, 
the first year of which is already gone. This will neces- 
sitate increased dependence on other sources of finance 
in the initial period. It may be pointed out that the 
imposition of import license fees—a sort of lump sum 
tax on the profits of the importers resulting from the 
severe limitation of imports—can be utilized as a con- 
venient device for mopping up a part of these high 
profits and diverting them into investments in fields 
in which there is a significant dearth of private in- 
vestment funds—agriculture, for example. This can be 
done either by means of state aid or loans to agricul- 
ture through rural credit institutions, or by means of 
direct public investment in agricultural development 
which constitutes in any case a major part of the 
public investment program to be undertaken under 
the Plan. Such a proposal seems more plausible if we 
consider that the ultimate source of profit margins 





4 The estimaced amount of Indian tax evasion, according 
to Professor Nicholas Kaldor, was between Rs. 200 and 300 
crores and the Indian Taxation Enquiry Committee found 
that income disclosed in the “disclosure drive” was 600 per- 
cent of income actually declared by the taxpayers at the time 
of assessment. See I. S. Gulati, “An Evaluation of Prof. 
Kaldor’s Proposals,” The Statesman, August 15, 1956. 
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of importers lies in the command obtained over the 
scarce foreign exchange, the major part of which is 
created by the exporters of agricultural products. 

The achievement of the first year of the Plan period 
in the field of public saving on the account of the 
Central Government is worth mentioning in this con- 
text. The growth of total Government revenue slowed 
down in 1956-57. It was Rs. 5.75 crores in 1955-56 
and is estimated to be Rs. 3.74 crores in 1956-57. On 
a rough reclassification of the central budget of 1955-56 
according to the Planning Board’s procedure, public 
saving on the account of the Central Government 
seems to be of the order of Rs. 4.6 crores as against 
the annual average of the projected public saving of 
Rs. 30 crores during the Plan period on the account 
of both the Central and Provincial Governments. This 
is a small figure considering that much of the pro- 
jected public saving has to come from the Central 
Government in view of the paucity of resources at 
the provincial level. The smallness of central public 
saving can be partly explained by the inadequate im- 
pact of the development expenditure in the initial years 
and also by the delay in the adoption of the new taxa- 
tion measures suggested in the Plan. This emphasizes 
the fact that strenuous and urgent measures are ne- 
cessary to economize on non-development expenditure 
and to accelerate the rate of development.* 

Private saving remains, however, relatively the most 
important source of finance under the Plan. The target 
set for private saving is estimated to be high enough 
not only to finance all the private investment projects 
contemplated during the Plan period but also to fi- 
nance part of the public investment program. Private 
saving is expected to increase from 4.7 percent of na- 
tional income in 1954-55 to 5.6 percent in the last year 
of the Plan period (1959-60) on the basis of 10 per- 
cent of the increase in gross national product (G.N.P.) 
being devoted to private saving. The marginal rate of 
gross internal saving (both public and private) is, of 
course, much higher (22 percent). On a per capita 
basis, however, 45 percent of an increase in income 
is estimated to be devoted to gross internal saving. 
India achieved a marginal rate of net saving of more 
than 20 percent during her first Plan. Considering the 
fact that on a net basis the relevant percentage in the 
case of Pakistan would be lower than 22 percent, her 
targets do not seem to be over-ambitious provided the 
measures suggested bear results. 

The realization of such high marginal rates of sav- 
ing—much higher than the existing average rate— 
is, however, dependent upon the progress of the devel- 





5 Government of Pakistan, Budget Statements and Ex- 
planatory Memorandum and the Demand for Grants, 1955-56, 
1956-57. 
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opment effort itself. These forecasts seem plausible in 
an environment where, as a result of the cumulative ef- 
fects of the investment expenditure, a rise in income 
and a changing economic structure through the Plan 
period is marked by the following developments: (a) 
the monetized sector of the economy grows faster than 
the G.N.P. (estimates of saving refer to the monetized 
sector only and approximately one third of the G.N.P. 
does not pass through the market); (b) the income of 
the urban and commerciai classes and also of those 
who provide a large part of the monetized savings in- 
creases faster than the G.N.P. as a whole. 

Five positive and specific measures have been sug- 
gested by Pakistan’s planners to encourage private 
thrift: (1) tight import controls and rigorous denial 
of exchange permits for the import of non-essential 
consumer goods; (2) 
penditure and sumptuous entertainments; (3) restric- 


restrictions on ceremonial ex- 


tion of luxury construction of all types; (4) expansion 
of life insurance; (5) higher interest rates on govern- 
ment securities and on savings deposits. 

Prohibition of luxury imports may not encourage 
saving if expenditure is diverted to domestically pro- 
duced non-essential goods. However, as is suggested in 
the Plan, restriction on the production of the latter 
by means of capital issues control and prohibition of 
luxury construction, should prevent enlargement of do- 
mestic supplies of non-essential goods. But in case such 
diversion of expenditure takes place, this would push 
up the prices without increasing the supplies (de- 
pending upon the price elasticity of demand for such 
products), and this in turn would lead to a rise in the 
profits of the existing stock-holders and producers who 
may either save them or redirect them into different 
lines of essential investment. Efficient operation of the 
necessary controls involved in such a policy will de- 
mand the utmost efficiency from the existing adminis- 
trative system. 

It may be that such rigorous restriction of non- 
essential consumption will adversely affect incentives 
to work. The propensity to save (the established habits 
of saving and the attitude toward thrift) is partly a 
sociological phenomenon of slow growth, being to a 
certain extent dependent on the process of develop- 
ment itself. The suggested rise in the rate of interest on 
government securities would encourage saving by off- 
setting the present attractiveness of real estate specu- 
lation. In so far as the rise in the rate is concentrated 
more on those securities designed specially for small 
savers, the net would be spread wide enough not only 
to cover a large group of potential savers but also to 
promote the cause of greater distributive justice. 

A significant part of private saving is to be diverted 
to the public sector for financing the public invest- 
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ment program. The success of the measures under- 
taken to mobilize private savings for such purposes will 
determine their realized magnitude. A comparison of 
the Plan figures with the pre-Plan figures giving the 
disposition of private saving between public and pri- 
vate investment would have highlighted the increase 
in the magnitude of effort necessary to achieve the 
targets in these two sectors.° However, such a com- 
parison is rendered difficult because of the indirect 
method by which estimates of saving have been derived 
in the Plan. 

The estimated sources of finance for the public in- 
vestment program contempiated in the Plan are given 
below along with the comparative figures for India 
under the First and Second Five Year Plans. 

The relative importance of public saving in financ- 
ing public investment in India under her first Plan 
was much greater than in the case of Pakistan, though 
it declined in importance in the Second Plan. Conse- 
quently the dependence on external loans and grants 
is much greater in the case of Pakistan than in India, 
though in India it increased slightly in relative im- 
portance in the Second Plan to compensate for the 
decline in the relative contribution of public saving. 
The dependence on borrowing from domestic sources 
is also of much greater importance in India owing 
to the more highly developed and organized state of 
capital markets and savings institutions there. By far 
the greater portion of government borrowing comes 
from public subscription, either by individual savers 
or by savings institutions. 


"Deficit Financing" 

The term “deficit financing” has been defined in 
diverse senses in various countries. In India it indi- 
cates the excess of government expenditure over reve- 





6 Private saving has been estimated as domestically fi- 
nanced private investment plus public expenditures financed 
by an increase in domestic liabilities minus the decrease in 
gold, foreign exchange and other balances abroad. In the 
absence of the breakdown of the last items (decrease .1 gold 
and foreign exchange balances, etc. between private and 
public sectors), an exact estimate of the public investment 
financed by private saving is not possible. If, however, savings 
could have been directly estimated and checked against esti- 
mates of private and public investment independently derived, 
disposition of private savings could be more clearly analysed. 
The savings of the private sector can be derived from such 
figures as the following provided they are available: (a) new 
subscriptions to the capital of companies; (b) savings of 
corporate enterprises; (c) deposits of Scheduled Banks; (d) 
net accruals of funds into insurance companies; (e) estimated 
increase in share capital; (f) savings in the rural sector in- 
vested in housing and rural investment; and (g) other private 
savings. The Indian Taxation Enquiry Committee attempted 
to estimate savings and investments along similar lines. 
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nues and borrowing from the public, which is financed 
by borrowing from the Central Bank- and withdrawal 
from cash balances. In using the term “deficit financ- 
ing,” what is significant is to distinguish and specify 
those methods of finance which imply an increase in 
the supply of money and to assess such increase quan- 
titatively. A distinction has to be made between bor- 
rowing from (a) the Central Bank and (b) the com- 
mercial banks, on the one hand, and (c) the public 
(private individuals or savings institutions) on the 
other. Borrowing from the public will have different 
consequences depending upon whether people sub- 
scribe to such loans out of their idle balances, previous 
savings, or by borrowing from the banks. 


Sources oF Finance For 
Pus.ic INVESTMENT PROGRAM 
(in percent of total) 


PAKISTAN 

. Public Saving 

. External Loans and grants 

. Borrowing from (a) Central Bank and 
(b)other lenders including commercial 
banks. 

. Small savings, unfunded debt, sales 
of assets, withdrawal from cash 
balance, miscellaneous. 


INDIA 
First Plan Second Plan 
28.6 20.0 
10.8 16.6 
39.6 39.5 
(including sales (including withdrawal 
of securities from cash balances) 
from reserve ) 
21.4 15.5 
(excluding cash balance) 
Uncovered gap 8.4 


Government of India, Planning Commission, Prog- 
ress Report for 1954-55, May 1956, p. 22, and 
Second Five Year Plan: A Draft Outline, February 
1956, p. 27. Also Government of Pakistan, First 
Five Year Plan, p. 154. 


Sources: 


In Pakistan, in contrast to India, in the absence of 
any significant subscription to government securities 
by the public and other investment institutions, an 
overwhelming part (about 95 percent) of government 
borrowing is subscribed to by the commercial banks 
and the State Bank and it therefore leads directly to 
an increase in money supply. Similar is the impact of 
an expenditure met by a withdrawal from cash bal- 
ances. The borrowing from the State Bank provides 
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the potential for a multiple expansion in the supply 
of money in so far as it augments the cash reserves of 
the commercial banks. In Pakistan, because of the in- 
adequate development of banking habits, the prevailing 
ratio between the money in circulation and demand 
deposits is about 2 to 1. The cash reserves, including 
the large excess reserves, even though subject to con- 
siderable fluctuations in the short run, turn out to be, 
on the average and in the long run, around one sixth 
to one seventh of demand deposits.’ Under the circum- 
stances, about one third of the money put into circu- 
lation, by means of government expenditure financed 
by borrowing from the State Bank, comes back into 
the banking system in the form of cash reserves.* 


Danger of Inflation 

How much increase in the supply of money an 
economy can sustain without the threat of a serious 
inflation depends partly upon the pace of develop- 
ment—the rate at which the corresponding output is 
expanding. In a growing economy there is likely to 
be a “functional,” limited and temporary rise in prices 
in specific sectors which are undergoing expansion in 
order to induce reallocation of productive resources 
into the newly expanding sectors. Such a functional 
price rise is not always distinguishable from, and may 
spill itself over into, a general price rise if credit 
policy or deficit-financed government expenditure is 
not adjusted so as to keep in step with the require- 
ments or power of absorption of the economy. 

The need for money balances grows as output (and 
hence demand for transaction balances) increases and 
also as an economy becomes more monetized. In so far 
as savings are held in the form of idle money balances 
in the absence of developed financial institutions and 
also habits of investing through them, as income grows 
the demand for idle money balances is also likely to 
grow. In the absence of exact quantitative measure- 
ment of the probable rate of growth in each of these 
factors, it is not possible to say precisely what is the 
safe limit of an increase in money supply which is 
likely to be absorbed in the economy without infla- 
tionary consequences. Neither is there any precise un- 
varying relationship between a certain amount of 
“deficit finance,” undertaken by means of any of the 
various methods discussed above, and the eventual net 





7 State Bank of Pakistan, Report on Currency and Fi- 
nance, 1954-55. Table 13, p. 109 and Table 20, pp. 124-25. 

8 Government borrowing from the State Bank to the tune 
of Rs. 100 is likely to result in an additional credit creation of 
somewhere between Rs. 200 and 235. The conditions in this 
respect are similar in India and the above conclusions are cor- 
roborated by her experience. See Government of India, Plan- 
ning Commission, Papers Relating to the Formulation of the 
Second Five Year Plan, p. 28. 
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increase in money supply. It depends upon the cir- 
cumstances of each case and varies from time to time. 

The amount of borrowing from the commercial banks 
and the State Bank contemplated under the first Plan 
in Pakistan is Rs. 150 crores, or 18.7 percent of the 
public investment program, as against 25 percent in 
India. In the case of India it includes borrowing 
from the Central Bank, withdrawal from cash balances 
and sales of securities from reserve. The eventual in- 
crease in money supply will, of course, be much larger 
than the amount of borrowing. The implications of 
such methods of finance may be appreciated by exp: ess- 
ing them as a proportion of national income, since 
the latter can be considered as an important variable 
upon which the impact of an increase in money supply 
has to be considered. The ratio of such sources of fi- 
nance to national income at the beginning of the 
Plan period is 8.8 percent in India (Second Plan) as 
against 6.2 percent in Pakistan. However, the Indian 
economy has greater elbow room or is likely to sustain 
or absorb relatively a larger increase in money supply 
because of its greater diversification and larger in- 
dustrial base with excess or unutilized capacity in cer- 
tain sectors. Consequently it has a greater elasticity 
of supply of output and also has to its credit significant 
achievements in the field of agriculture under its First 
Five Year Plan.® The inflationary potential of deficit 
financing under the First Plan in India was, however, 
partly offset by the withdrawal or release from ac- 
cumulated sterling balances. 

On the basis of Pakistan’s money supply existing at 
the beginning of the Plan period (June 1955), an in- 
crease of money supply to the amount of Rs. 50 crores 
over the next five years would match or equal the pro- 
jected increase in national income under the Plan. 
This, of course, does not take into account either the 
needs arising from a growth in the monetized sector 
of the economy or the needs of idle money balances 
or savings. However, the amount of borrowing from 
the State Bank and commercial banks proposed is 
roughly of the same order of magnitude as in the 
previous few years. In the absence of a consistent and 
comparable series of price indices (wholesale, retail, 
or cost of living indices) or production indices, it is 
difficult to judge whether there have been any per- 
sistent inflationary trends in the recent past. Differ- 
ent: prices behaved differently and the presence of a 


9 Agriculture and allied pursuits constituted 48.9 percent 
of Indian national income in 1955-56 as against 62 percent 
in Pakistan in 1954-55, while mining and industry constituted 
17.7 percent in India as against 8.5 percent in Pakistan. See 
Government of India, Planning Commission, Papers Relating 
to the Formulation of the Second Five Year Plan, p. 95 and 
Government of Pakistan, Explanatory Memorandum on the 
Budget of the Government of Pakistan for 1956-57, p. 102. 
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host of other complicating variables (such as floods, 
crop-failures, difficulties in the allocation and distribu- 
tion of imports, changes in the external markets and 
export trade, bottlenecks in internal distribution) con- 
tributed, to the periodic price rises. Consequently it is 
difficult to prove a rigid correlation between. such price 
rises and specific methods of borrowing. 

Such borrowing in the Plan period, however, will be 
associated with a planned program of balanced increase 
in production. Much depends on how the total amount 
of borrowing is phased over the Plan period in rela- 
tion to the timing of the fruition of the development 
projects, especially in the consumption sector. The 
Planning Board has been cautious in stressing the need 
to watch the inflationary consequences in the future, 
especially in terms of a few significant indicators— 
food, cloth and fuel prices. 

The attainment of a reasonable stability in these 
prices would not rule out the possibility of a rise in 
other prices under the impact of an increased money 
demand, although it may not have adverse effects on 
the standard of living of the poorer classes. In so fore- 
stalling a significant rise in the cost of living of in- 
dustrial workers, it may exercise a restraining influence 
on other prices by preventing a wage-cost-price spiral. 
In the absence of precise knowledge about the exact 
magnitude of a safe and permissible amount of net 
addition to money supply, borrowing from the State 
Bank can be manipulated or varied as needs arise, as 
a sort of regulating device to adjust the money supply 
in the light of the unfolding situation. 


Need for Foreign Capital 

The paucity of domestic internal resources in rela- 
tion to the requirements of the investment program 
and the need to supplement them by external loans 
and grants are critically underlined by the fact that 
a very high proportion (36 percent) of the total in- 
vestment program is dependent on external finance. 
The import or foreign exchange component of the 
program is higher still (45.7 percent)—a part of which 
is to be financed by Pakistan’s net foreign exchange 
earnings (exclusive of non-developmental imports). 
These imports are to be kept strictly within estimated 
limits by rigorous exchange and import controls. 

The dependence on external finance in the case of 
the public sector is higher (47.5 percent) as against 
much lower figures (10.8 and 16.6 percent respec- 
tively) under the First and Second Plans in India. 
However, the foreign exchange resources estimated to 
be available to the public sector exceed the foreign 
exchange requirements in that sector while the opposite 
is the case in the private sector. The estimated foreign 
resources available to different sectors, along with their 
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respective foreign exchange requirements, are given 
below.*° 
Million Rs. 
External loans and grants 
to public sector 
Foreign exchange requirements 
in the public sector 
External investment in and credit 
to private sector 400 
Foreign exchange requirements 
in private sector 
Net foreign exchange earnings 


3,800 


3,400 


1,900 
1,100 


The excess in the public sector is to be transferred to 
the private sector in exchange for domestic resources, 
as a part of the domestic component of the public in- 
vestment expenditure will be met by foreign grants 
and loans. 

Such a large and significant dependence on external 
finance, however, puts the Plan in a precarious state. 
Any shortfall in the availability of external finance, 
depending as it does upon so many imponderables and 
non-economic variables in both the receiving and the 
donor countries, may upset the execution of the Plan, 
as regards both the steadiness of the rate at which it 
proceeds from year to year and its total magnitude. 
This assumes particular importance when account is 
taken of the range of fluctuations in Pakistan’s ex- 
change receipts"’ and also the limited scope for squeez- 
ing further (in the case of a fall in exchange receipts) 
the non-developmental imports which are already as- 
sumed to be restricted to their minimum essential level. 
This emphasizes the need for building up a larger 
working balance of foreign reserves to meet the exigen- 
cies of fluctuating exchange receipts—a need to which 
the planners seem to have paid inadequate attention. 

The Economic Appraisal Committee Report recom- 
mended an increase of foreign exchange reserves to 
the minimum level of Rs. 110 crores, on the basis that 
30 percent of the money supply and 25 percent of the 
normal annual imports should be kept in terms of re- 
serves.’? But the normal annual level of imports (visible 
and invisible) is expected to be of the order of Rs. 288 
crores under the Plan. Even assuming that the money 
supply remains somewhere around Rs. 375 crores (the 


10 Government of Pakistan, First Five Year Plan, pp. 149 
and 205. 

11 The average year to year percentage fluctuation in 
commodity exports in the last seven years was 35 percent. 
Exports valued at Rs. 100 in one year were worth Rs. 65 
or Rs. 135 in another. This average includes the abnormal 
Korean boom and its aftermath. 

12 Economic Appraisal Committee Report, pp. 50-51. 
These two magnitudes, money supply and normal annual 
imports, were assumed to be Rs. 250 crores and Rs. 140 crores 
respectively. 
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figure in June 1955), which would assuredly be larger 
during the Plan period, the required reserves on the 
basis of the above percentages would be Rs. 185 
crores at the minimum. Reserves in December 1955 
were valued at Rs. 155 crores.** This represents a net 
accumulation in the last two or three years. The net 
accumulation of reserves has been affected, however, 
by inadequate development expenditure during the 
period. The Plan has yet to be finalized and adopted in 
full. The need for building up reserves would mean 
a drain on the foreign exchange resources estimated to 
be available for the financing of the development pro- 
gram and to this extent the latter appears to have 
been overestimated in the Plan. 

The Plan makes no provision for net imports of 
foodgrains and therefore assumes that in case such 
imports become necessary, additional foreign aid would 
be forthcoming. But such extraordinary aid, if the re- 
sources for development are not to be drained off or 
the progress of investment projects is not to be upset, 
will have to be planned ahead by some sort of under- 
standing or advance agreement with the supplying 
countries, such as the U.S., Canada or Australia. 

It is worth noting that there has usually been a 
time-lag (in some cases quite considerable) between 
the commitment and the actual receipt of aid to 
Pakistan in the form of materials and services. This 
time-lag has been an important influence in the phas- 
ing of the development program and its rate of pro- 
gress.'* In order to ensure smooth progress it will be 
necessary for Pakistan to come to a general under- 
standing with the aid-giving countries or agencies with 
regard to the future amount and phasing of the assist- 
ance and loans over the Plan period. Without a fairly 
concrete idea of when and how much external finance 
would be available, there is likely to be considerable un- 
certainty as to the pace of development. It is also desir- 
able that the gap between the commitment and actual 
receipt of aid be narrowed. The aid commitments may 


13 The amount of foreign exchange reserves including gold 
was Rs. 66.23 crores in December 1952 and the net accre- 
tion to reserves up to December 1955 was Rs. 46 crores. See 
Appraisal Committee Report, p. 50; also State Bank of 
Pakistan, Annual Report On Currency and Finance, 1954-55, 
pp. 176-77 and State Bank of Pakistan Bulletin, January 1956, 
p. 32 and April 1956, p. 6. 

14 The votai aid and loan commitment from abroad to 
Pakistan up to June 30, 1956, was Rs. 620,992,000, and the 
total aid receipts were Rs. 385,576,000, the difference of 
Rs. 235,416,000 representing equipment and supplies which 
are on order or for which contracts are in the process of be- 
ing placed. It is stated that “after completing all the 
processes regarding drawing up of specifications, calling for 
tenders and placing orders, it takes considerable time for 
shipments to actually arrive.” The Pakistan Observer, October 
11, 1956. 
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be entered into sufficiently in advance of requirements, 
and it should be possible to forecast at least roughly 
the timing of the actual arrival of aid. 

The phasing of the investment expenditure itself 
and also that of the relative contribution of the various 
sources of finance will vitally affect the successful ex- 
ecution of the Plan. The Indian investment plan did 
not gain momentum until after the third year as the 
organizational and technical difficulties were gradually 
overcome and the cumulative effects of the investment 
projects of the earlier years made themselves felt. As 
for the relative contribution of the different sources of 
finance, it may be pointed out that both public and 
private saving will increase to any significant extent 
only as income increases in the latter years of the 
Plan period. In the earlier years dependence on ex- 
ternal resources will therefore be greater and this fact 
will have to be remembered in phasing external loans 
and assistance in future. 

Finally it is necessary to remember that the whole 
discussion of the financial resources has related only 
to the monetized sector of Pakistan and excluded sav- 
ing and investment in the important non-monetized 
sector. Moreover, in the absence of relevant data the 
Plan covers investment in fixed capital only and not 
investment in raw materials, goods in process, semi- 
finished and finished goods. The Plan likewise omits 
estimates and forecasts of private saving which would 
be absorbed in the expansion of working capital. The 
need for inventories and working capital rises as in- 
come rises and as the monetized sector broadens. The 
ratio of working capital to the total invested capital 
is estimated at 45 percent in the small-scale industries 
and 40 percent in the large-scale industries..* The 





15 First Five Year Plan, p. 181. 


Agricultural Laborers 
BY CHAO KUO-CHUN 


Agricultural laborers—those who derive a livelihood 
chiefly from wage employment on the land—constitute, 
with their families, about one fifth of the total In- 
dian population or one fourth of her rural popula- 
tion. Economically they are vital to agrieultural pro- 
duction; socially and politically they are a potentially 
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total estimates of saving and investment would con- 
sequently be much larger if the requirements for 
working capital were included.** 

In monetary terms, the main sources of working 
capital of industry have been the cash balances of busi- 
ness firms and the loan accomodation provided by 
commercial banks. The latter item was 11 percent of 
the total working capital invested in small- and large- 
scale industries up to June 30, 1955*" and on this basis 
large expansion in commercial bank advances would be 
necessary. 

The above analysis indicates that the availability 
of resources, both domestic and foreign, will depend 
upon concerted measures in the field of fiscal, mone- 
tary, commercial, exchange policies, including some 
physical and price controls. It will also depend on the 
rate at which the investment projects are executed 
or development expenditures expedited in the initial 
years, making the most of presently available domestic 
and foreign resources. Given the availability of real 
resources, the monetary and banking system has to 
serve as the main instrument not only for collecting 
or mobilizing financial resources but also for allocating 
the domestic and foreign resources to the various 
sectors and economic units. The Plan recognizes the 
need for an expansion of the banking offices and 
credit services, under the aegis of the State Bank 
and the National Bank of Pakistan, if need be, with 
the help of subsidies by the Government and the pro- 
vision of technical guidance and experienced officers 
by the State Bank.** 





16 The expansion in working capital requirements in the 
industrial sector is estimated to be Rs. 100 crores in the Plan 
period. Ibid., p. 182. 

17 Ibid., p. 181. 

18 Ibid., pp. 178-83. 
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dynamic force and one which requires immediate and 
careful consideration. They are a class that is over- 
worked, under-privileged, and under-paid; and they 
provide fertile ground for social ferment and political 
upheaval. 


Although many Indian leaders are aware of the 
plight of the agricultural laborers and of their im- 
portance in India’s future development, thorough 
measures have yet to be taken to effect a solution of 
their fundamental problems. The land reform laws 
promulgated by the various state governments have 
been aimed primarily at alleviating the conditions of 


FAR EASTERN SURVEY 





agricultural tenants and sharecroppers, but have failed 
on the whole to give adequate relief to the economically 
far more insecure agricultural wage-workers. Attempts 
at fixing minimum wages for this class have been made 
by many states, but the rates set have been low and 
in most cases have benefited only adult male workers, 
neglecting the millions of women and children also 
employed in the rural economy.* 

The problems of agricultural labor assume greater 
importance when it is realized that they are closely 
related to other national issues, including the over-all 
problem of India’s industrialization which is upper- 
most in the minds of the Indian planners. Unless and 
until the conditions of agricultural labor are improved, 
the solution of many other basic national issues such 
as under-employment, low wage levels for non-agri- 
cultural workers, inefficiency in agricultural produc- 
tion, and slow progress in farming technology—to name 
only a few—will be seriously handicapped. And as 
long as this almost inexhaustible reservoir of cheap 
labor is present in rural India, many labor reform 
measures in other areas will be rendered impotent. 

This article makes no attempt to provide a quick 
solution of these complex problems. It aims only at 
a description and analysis of the more salient features 
of the situation of agricultural labor in India and sug- 
gests certain possible lines of improvement. 

Most of India’s agricultural laborers (rural work- 
ers employed in agriculture for wages, either in cash 
or in kind) are landless, though some may own a plot 
of land too small to provide sustenance for their 
family. Many engage in agriculture as a subsidiary oc- 
cupation—they may work otherwise as artisans or vil- 
lage servants. Often the minor members of an artisan 
or agricultural tenant family will engage in wage em- 
ployment to supplement the meager family income. 
There is no single pattern of agricultural wage work, 
some laborers being employed only casually when and 
where needed. Because of the seasonal nature of much 
agricultural work, laborers are in demand at planting 
and harvesting, and such employment provides an ad- 
ditional source of income for the men, women, and 
children of landless families, who must eke out an 
existence in some other way during the rest of the year, 
often through temporary employment in nearby urban 
areas. Other laborers and their families are attached 
more or less permanently to a landowning family, and 
thus have some measure of employment security. 

Much of Indian agricultural wage employment is 
contractual—based on an explicit arrangement be- 





1 For detailed rates of minimum wages see Agricultural 
Situation in India, January 1955, p. 665; February 1955, 
p. 770. See also The Indian Labour Year Book 1953-1954, 
p. 289. 
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tween the individuals or families concerned. In other 
cases, particularly in the case of attached labor, the 
employer-employee relationship is a traditional one 
which may have existed between the two families con- 
cerned for generations. Bonded labor is also common 
in rural India, particularly among tribal people, and, 
because of usurious interest rates and wages which 
provide no surplus for paying off debts, it often be- 
comes hereditary. 

Although the correlation between caste and economic 
status in India is not a direct one, agricultural workers 
are often drawn from castes low in the local social 
hierarchy and, in some areas, from tribal populations. 
Thus additional problems often arise from the com- 
bination of low social status with economic disabilities 
for a large proportion of rural wage workers. 

Women and children constitute an important part 
of the agricultural labor force. Many farming tasks, 
such as weeding, husking, winnowing, watching the 
crops, and spreading manure are carried out chiefly 
by female and child labor. These types of work do not 
require a great deal of strength, but call for patience, 
dexterity, and responsibility. Women are of course more 
restricted in their choice of type and place of work 
than are men. Generally women working in the field 
are of the lowest castes, and as the lower caste: strive 
to rise in status they prohibit their women from un- 
dertaking such work in order to conform better to 
orthodox Hindu ideas about a woman’s role. Social 
attitudes also determine that women rarely go outside 
their own villages to seek work as the men of their 
group are free to do. Age is also important, the re- 
strictions against women working applying less with 
their increasing age. Thus small girls, young women 
in their early twenties, and young brides are not as a 
rule found working as hired laborers if the family can 
possibly afford to dispense with their earnings. 

The total number of agricultural laborers in India 
was estimated in the reports of the All-India Agri- 
cultural Labour Enquiry, conducted by the Indian 
Government during 1950-1951 and made public in 
1954 and 1955,* as 35 million, or 23.3 percent of the 
total working force of India. Of these, 85 percent were 
estimated to be casual laborers, and the remaining 15 
percent attached laborers. Counting their dependents, 





2 See Government of India, Ministry of Labour, Agri- 
cultural Wages in India, 1952; Rural Manpower and Oc- 
cupational Structure, 1954; B. Ramamurti, Agricultural La- 
bour, How They Work and Live, 1954; and Report on 
Intensive Survey of Agricultural Labour (Employment, Un- 
deremployment, Wages, and Levels of Living), 1955. See 
also a series of articles on agricultural labor in the Economic 
Weekly, Bombay; August 6, 1956, pp. 937-39; August 13, 
pp. 974-76; September 3, pp. 1066-67; September 10, pp. 
1095-97; and October 1, pp. 1178-80. 
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the total number of persons living from the earnings 
of agricultural wage work may reach 80 million, as 
the report listed 17.6 million agricultural labor families, 
each with an average membership of 4.7 persons.’ The 
agricultural labor situation varies of course from state 
to state. Among those states in which agricultural 
laborers constituted substantial sections of the agricul- 
tural population in 1951 were: Travancore-Cochin (37 
percent), Bhopal (31 percent), Madras (including 
Andhra, at that time still a part of Madras State, 28 
percent), Madhya Pradesh (27 percent), Bihar and 
Hyderabad (25 percent), and West Bengal (21 per- 
cent). Bombay, Orissa, Punjab, Madhya Bharat, and 
PEPSU had an agricultural labor population varying 
between 12 and 15 percent. Among the larger states, 
Uttar Pradesh had the lowest percentage. 


More Agricultural Workers 

A steady expansion of the agricultural labor force 
in India has occurred in past decades. The number 
increased from an estimated 21.7 million in 1921 to 
24.9 million in 1931 and to the estimated 35 million 
in 1951,‘ an increase of 61.3 percent, while the growth 
of population from 248.1 million in 1921 to 336.6 
million in 1951 was only 43 percent. The reasons for 
this growth in the numerical strength of agricultural 
labor are complex, but some of the important factors 
are: (1) farming failures of small owner-peasants 
caused by crop failures, sickness, or family misfortunes; 
(2) loss of land through usurious debts; (3) subdivision 
of land through inheritance; and (4) the flow of dis- 
placed artisan workers into the ranks of hired labor 
as a result of the decline of handicraft industries. The 
serious effect of the pressure of this growing reserve 
army of laborers upon other problems such as urban 
employment, standard of living of workers in industry, 
and the bargaining power of the labor unions needs 
little elaboration. 

Two inferences, important for future government 
policy with respect to agricultural labor, can be drawn 
from the above statistics. First, there has been during 
the past 30 years of expanding agricultural population 
a lack of alternative occupational avenues for the ab- 
sorption of the excess manpower. Rural industry has 
been gn the decline, and the slow expansion of urban 
industry has resulted in a large number of urban un- 
employed and yet has induced a shift of the labor 
force from agriculture to industry which is negligible 
when we take into account the annual population 
growth of 1.25 percent or 4.5 million persons. Accord- 


3 Government of India, Ministry of Labour, Agricultural 
Labour, New Delhi, 1954, pp. 10-11. 

4 A. M. Lorenzo, Agricultural Labour Conditions in 
North India, New Book Company, Bombay, 1943(?), p. 14. 
See also The Indian Labour Yearbook, 1953-54, p. 283. 





ing to one estimate, the percentage of workers en- 
gaged in agriculture and mining increased from 71.2 
percent of the labor force in 1931 to 73 percent in 
1951, while the percentage in industry decreased from 
16.3 to 13 percent during the same period.’ Second, 
the plight of the rural workers has been aggravated by 
the fact that agricultural production during this half- 
century did not increase at a pace comparable to the 
rapid increase in population. 

The relations between agricultural laborers and their 
employers are complex and difficult to generalize for 
all farm workers or for all parts of India. They vary 
according to region, because of differences in the 
numerical strength of the agricultural labor force, be- 
cause of local farming conditions with respect to crop 
types, soil fertility, size of holdings, and farming 
methods. Local customs and village social and political 
organization also play an important role. 

These relations vary also according to whether the 
laborers are bound by contract or by traditional ties 
to their employers. The traditional village economy, 
with its tendency to occupational specialization by caste, 
has established certain economic relationships between 
caste groups in the village which even today in many 
cases determine the relations between agricultural 
workers and landowners. Formalized, hereditary privi- 
leges and obligations bind families of servant and 
artisan castes to the performance of their economic 
and ritual specialties for each other and for certain 
higher caste families. This system of occupational spe- 
cialization and economic interdependence is called by 
various names in different sections of India, but is best 
known as the jajmani system, the relations being be- 
tween the jajman, or traditional employer, and the 
purjan, or traditional servant. Compensation for serv- 
ices rendered by the purjan family is given by the 
jajman either in the form of an exchange of services 
(in the case of relations between artisan and servant 
families) or in the form of grain or cash payment 
made at designated times during the year, usually in 
connection with some religious event. Jajmani rela- 
tions between two families cannot easily be broken 
off by either party, and the duties and rights con- 
nected with them may continue for generations. These 
include not only the obligations usual between an em- 
ployer and his workers, but also gifts of clothing and 
food by the jajman on special occasions, financial aid 
in times of distress or ceremonial expenditures, and 
mutual assistance in village social and political matters. 





5 V. K. R. V. Rao, “Changes in India’s National In- 
come: A Static Economy in Progress,” Capital, Annual Re- 
view Issue, Calcutta, December 16, 1954, pp. 15-17. Mining, 
because of its extractive nature, is grouped with agriculture 
as one of the primary occupations. 
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Employer-employee relations differ also according to 
whether the laborers are attached to the landowning 
family on a more or less permanent basis, or whether 
they are casual day laborers. Although all attached 
laborers are not so by virtue of traditional jajmani 
arrangements, their relationship to their employer is 
much the same. It is a more formalized arrangement, 
and usually a smoother one, than exists in the case of 
casual workers. The attached laborer has more obli- 
gations toward his or her employer—including services 
at various social and household functions, often with 
only nominal remuneration—but the employer usually 
cares for him more adequately than for the casual la- 
borers. Many employers, for example, provide simple 
living quarters for attached laborers at a low rent or 
rent-free. When workers require financial assistance 
because of sickness, ceremonial needs, marriage, or 
other extraordinary expenses, their employers will often 
come to their aid. Where an employer is respected, and 
especially if he has engaged the services of his em- 
ployee’s family for generations, the latter identify them- 
selves with his interests and can often be counted on 
to support him and his family in, for example, village 
disputes. Although the ties of caste and restrictions of 
social intercourse among different caste groups in the 
village are strong, the interdependence and coopera- 
tion between employers and their agricultural laborers 


often forms a basis for alliance and mutual support, 
sometimes even running counter to the dictates of 
caste identity. 


Casual workers, as the term indicates, do not enjoy 
regular employment relationships with their employers. 
They are hired only when needed and thus are not 
assured of year-round employment. They do not re- 
ceive the supplementary help from their employers 
that is expected by attached laborers; their relation- 
ship with the employer is contractual and impersonal, 
and the identity of interest between landowner and 
worker often found in the case of attached labor is 
not present. On the other hand, they are somewhat 
freer than the attached workers to bargain for wages 
and to seek work outside the village, and they cannot 
be required to perform the extra duties demanded of 
families bound by debt, tradition, or contract to a 
particular employer. Nevertheless, the economic posi- 
tion of these casual laborers, unless they have a sub- 
sidiary source of income, is usually worse, and cer- 
tainly less secure, than that of the attached laborers.° 





6 It was estimated in 1951 that about 26 percent of the 
agricultural laborers had subsidiary occupations, such | as 
handicrafts, public works, and rural industries. Only 7.9 
percent of these subsidiary occupations were of a non-agri- 
cultural nature. See Government of India, Ministry of Labour, 
Agricultural Labour, p. 9. 


FEBRUARY 1957 


Although many agricultural laborers have a well- 
established working relationship with their employers, 
tension and antagonism arise between the groups. There 
is a general feeling of discontent, accentuated by low 
living standards, strenuous work without adequate com- 
pensation, and the lack of alternative job opportunities. 
There is the universal desire of landless agriculturalists 
to own land, a goal which is made more and more 
difficult to achieve as population pressures increase. 
The feelings of frustration and discontent are aggra- 
vated by the impact of new ideas, new institutions, 
and new patterns of behavior, particularly by the 
arousal of political consciousness and the agitation of 
the followers of Communist or other radical ideologies. 


Causes of Discontent 


Among the more important causes of tension are the 
various forms of ill-treatment and exploitation meted 
out to agricultural laborers by their employers. Numer- 
ous special services are exacted by the landowner- 
employers, sometimes amounting to hidden forms of 
forced labor. Attached laborers are not only required 
to do various farming chores at nominal pay or with 
no reward, but are also called on to run errands for 
domestic work or at ceremonial functions for their 
employers. Often the wives and children of the work- 
ers are regarded as a source of free labor for manual 
tasks. The worst cases of such forced labor (begar, as 
it is called in northern India) are found in the em- 
ployment of aboriginal tribesmen, many of whom, be- 
cause of the loss of their traditional forest lands and 
the prohibition of shifting cultivation as well as heavy, 
often inherited, indebtedness, toil as rural workers un- 
der deplorable conditions.’ Although such practices 
are contrary to legal provisions prohibiting forced la- 
bor, ineffective implementation as well as the strong 
force of tradition leave many such abuses unrectified. 
Among other factors is the very real economic hold 
which the landowning classes have over their agricul- 
tural workers—the threat to withhold credit or to 
evict the family from their house site or from the small 
plot of land on which they are allowed to cultivate 
crops for their own use is usually enough to restrain 
a laboring family from refusing to submit to their em- 
ployer’s oppressive demands. 

Usurious Iexns are a further form of exploitation 
in rural India. According to the Agricultural Labour 
Survey made public by the Indian Government in 
1954, about 45 percent of the agricultural labor fami- 
lies were in debt, the average amount of indebtedness 
per family being about Rs. 105. The situation is made 





7 See Government of India, Ministry of Labour, Sym- 
posium on Indian Labour, 1947, p. 60. It was estimated that 
12 million out of 25 million aboriginals in India came under 
this agricultural servitude. 
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more serious by the fact that the majority of the agri- 
cultural laborers do not earn enough to meet their 
subsistence requirements; the annual family income 
amounts on the average to Rs. 447, the annual expendi- 
ture to Rs. 478, leaving a net deficit of Rs. 31 (about 
$6.50). The total debt of these rural workers was 
estimated at Rs. 800 million, or approximately $168 
million, out of a total estimated rural indebtedness 
of $3.5 billion. Employers, next to money lenders, form 
the biggest single source of borrowings. It is also sig- 
nificant that the indebtedness of the attached laborers 
is not much less than that of the casual workers— 
41 percent among the former as against 46 percent 
among the latter.* 

Absentee landlordism is a second important cause of 
tension in rural India. When a landlord lives com: 
fortably in a distant city and empowers someone else 
to take charge of the land and laborers, his primary 
interest is to reap as much profit as possible, and he 
is likely to have little concern for or understanding 
of the grievances of his employees. His agents may in- 
dulge in harsh and unscrupulous measures to exploit 
the laborers, taking advantage of the absence and ig- 
norance of the distant owner, and they can evade the 
complaints of the workers with the excuse that they 
must wait for the owner’s instructions. The current 
agrarian reform program of the Indian Government 
has reduced the number of absentee landlords, but 
has by no means eliminated the system entirely. One 
reason for this is the provision in most land reform 
laws permitting the land owner to retain as much land 
as he wishes for “self-cultivation” or “modern farm- 
ing.” In such cases, the owner need not be the actual 
tiller of the soil, but need only be the person “ul- 
timately responsible for the economic operation of the 
land,” who does not “delegate to someone else the 
responsibility for paying the land revenue.’ Further- 
more, the land reform laws, which have been enacted 
in practically all states, have not in all cases been 
effectively implemented, due to resistance in various 
ways by the powerful landlord classes. 


Insecure Employment 

° A third cause of discontent is the widespread under- 
employment and lack of employment security. Ac- 
cording to 1954 figures, casual agricultural laborers, 
who constitute 85 percent of the total agricultural 
labor force, were unemployed, on the average, 90 days 
a year. The average unemployment per year for at- 
tached laborers was said to be 19 days. Thus even 
bonded service and other forms of attached labor do 





8 Government of India, Ministry of Labour, Agricultural 
Labour, p. 31 and pp. 44-45. 

9 See Thomas J. Shea, Jr., “Implementing Land Reform 
in India,” Far Eastern Survey, January 1956, pp. 1-8. 


not mean security of employment. In any single month, 
16 percent of the rural workers were reported to be 
unemployed.’® The situation varies according to region 
—for example, the highest employment figure for male 
workers was found in Uttar Pradesh, reported to be 
255 days in agricultural work and 34 days in non- 
agricultural work during 1950-1951. Western India 
had the lowest level of wage-paid employment in that 
year, as laborers worked on the average 196 days per 
annum.’ Thus Indian agricultural workers are idle 
during a large part of the year and there is evidence 
that such rural underemployment is increasing.’* 

The last but not the least factor for discontent among 
the agricultural laborers is their very low living level. 
The total annual income of all the a; ricultural labor 
families in India was estimated at Rs. 7.9 billion, out 
of the entire national income of Rs. 95.3 billion, in 
1950-1951. The income of agricultural laborers’ fami- 
lies, which constitute 22.7 percent of the total number 
of families in India, accounted for only 8.3 percent 
of the national income in the same year. Out of this 
meager income (averaging Rs. 447 per family per 
year), 85.3 percent of the household budget is spent 
on food and 6.3 percent on clothing, leaving only 8.4 
percent to cover all other expenses. The living condi- 
tions of the agricultural laborers are also very un- 
satisfactory, as revealed by the Government Enquiry 
data. Their houses, made of mud and thatch, are 
small and congested. Houses with one room constitute 
55 percent of the total; those with two rooms, 27 
percent. The average number of rooms per house is 
1.9. There is practically no expenditure on education, 
medicine, or recreation. It is well known that Indian 
plantation workers and peasants live under a subsistence 
standard, but the agricultural laborer fares even worse. 
For example, while the per capita expenditure for all 
rural families is estimated at Rs. 204, that for the 
agricultural laborer comes to merely Rs. 107." 





10 Government of India, Ministry of Labour, Agricultural 
Labour, pp. 14-15. See also “Agricultural Labour, Pattern of 
Occupation and Employment,” Economic Weekly, Bombay, 
August 13, 1955, pp. 974-76. 

11 Ibid., p. 11. Total unemployment in India was esti- 
mated by the Minister of Finance in December 1954 at 15 
million, including 2.5 million urban unemployed. The size 
of the Indian working force was given as 150 million. 

12 For example, Professor Radhakamal Mukerjee reported 
that “in both rural and urban areas of India unemployment 
has recently increased except in Punjab. . . . The visible 
and invisible unemployment was of the order of 22 million.” 
The Leader (Allahabad), September 29, 1955, p. 10. 

13 Data quoted from Government of India, Ministry of 
Labour, Report on Intensive Survey of Agricultural Labour 
(Employment, Underemploymeni, Wages, and Levels of Liv- 
ing), New Delhi, 1955. See also “The Agricultural Labour 
Inquiry in India,” International Labour Review, April 1956, 
pp. 403-416. 
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The individual laborer may try to escape from his 
unbearable position in the rural economy, if possible, 
by migrating to the cities, either permanently or for 
short periods of time, maintaining his home and family 
in the village. On the other hand, we now see the be- 
ginnings of political awareness and political action by 
the agricultural laboring class as a self-conscious, uni- 
fied group. Neither of these trends has yet resulted 
in a major improvement in the living standard of the 
agricultural laboring classes, although they may have 
done so in individual cases. With the present situation 
in urban industrial employment, it is unlikely, unless 
industrialization proceeds very rapidly in the next few 
years, that migration to the cities will prove an ade- 
quate solution for large numbers of agricultural work- 
ers. But political action at the local level and organi- 
zation on the national level may well hold out to the 
rural laboring classes a hope for improvement. 


Migration to Cities 

As noted above, there has been in the past 50 years 
a significant increase in the number of agricultural la- 
borers, not only through their own reproduction, but 
through the economic decline of former rural artisans, 
peasant proprietors, and tenants. Simultaneously there 
has been a rapid flow of population from rural to ur- 
ban areas, although not great enough to equal the 
increase in total population or the increase in the 
ranks of rural wage workers. This flow has occurred 
because many agricultural laborers see urban migra- 
tion—temporary or permanent—as a means to eco- 
nomic mobility. This is true in spite of close ties to 
the village, long working hours, low wages, and un- 
pleasant working and living conditions, and the fact 
that for unskilled, low-caste migrants only inferior jobs 
are usually available."* The increased freedom of city 
life, the fact that opportunities for economic mobility 
are present to some degree in the city as contrasted 
to the almost hopeless situation in the village, that 
urban employment is frequently viewed as a tem- 
porary resort, and that money-income—if not real in- 
come—is usually much greater in urban than in rural 
employment are some of the factors which make urban 
migration a continuing attraction for the poverty- 
stricken villager. 

Various reform movements and the spread of edu- 
cation seem to have played an important role in en- 
couraging unity and class consciousness among agricul- 
tural labor and in promoting the beginnings of or- 


14 See, e.g., Edward Eames, “Some Aspects of Urban Mi- 
gration, from a Village in North-Central India,” Eastern 
Anthropologist, Vol. VIII, No. 1, 1955, pp. 13-26. For a 
discussion of caste and urban occupation, see Noel P. Gist, 
“Occupational Differentiation in South India,” Social Forces, 
Vol. 33, pp. 129-138. 
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ganization and political action. Gandhi’s championing 
of the rights of the Harijans (the “untouchables’’) , 
leftist propaganda against the exploiting classes, Hindu 
reformist sects like the Arya Samaj, Western liberal 
thought on equality and the dignity of man, Acharya 
Vinoba Bhave’s bhoodan (land gift) movement, and 
the social programs of the Indian Government, all 
penetrate in varying degrees to the consciousness of 
the hitherto silent sections of India’s population. In 
most cases the awareness aroused by these new ide- 
ological influences has not led to successful mass ac- 
tion on the part of the agricultural laboring classes— 
in many cases attempts at group action on a local 
level have been thwarted by the superior power of 
higher-caste, landowning groups. But there is ample 
evidence that new ways of thinking are having an 
ever increasing impact on village life and that, some- 
what ahead of government measures to mitigate the 
evils of the agricultural labor system, the attitude of 
its victims is changing from one of helpless acceptance 
to one of active protest.’® 

On the provincial and national level, however, agri- 
cultural laborers are still poorly organized. There is no 
all-India organization of agricultural laborers, although 
the All-India Kisan Sabha, a national peasant or- 
ganization, includes many from this class in its mem- 
bership. According to a survey made by the Indian 
Government in 1950-1951, there were 62 agricultural 
laborers’ unions in 8 states, with a total membership 
of about 33,000. The largest union, in Allepey, Tra- 
vancore-Cochin, had a membership of 7,718."* Assum- 
ing the total number of adult agricultural workers in 
India to be 35 million, the organized portion would 
constitute only 0.11 percent of the total working force. 

The activities of the unions which do exist are con- 
cerned mainly with the regulation of hours and con- 
ditions of work, the assurance of permanency of em- 
ployment, demands for higher wages, better housing, 
and the prohibition of forced labor. But these unions 
on the whole lack effective programs and leadership, 
and, perhaps most important, the numerical strength 





15 For examples of localized unity demonstrated by the 
agricultural laboring classes in various parts of India see, 
e.g., Alan R. Beals, “Change in the Leadership of a Mysore 
Village,” Economic Weekly, Bombay, Vol. 5, pp. 487-492; 
E. W. Carstairs, “A Village in Rajasthan: A Study in Rapid 
Social Change,” Economic Weekly, Vol. 4, pp. 75-77; Bernard 
S. Cohn, “The Changing Status of a Depressed Caste,” in 
M. Marriott, ed., Village India: Studies in the Little Com- 
munity, University of Chicago Press, 1955, pp. 53-77; E. 
Kathleen Gough, “The Social Structure of a Tanjore Village,” 
in Marriott, ed., of. cit., pp. 36-52; E. J. Miller, “Village 
Structure in North Kerala,” Economic Weekly, Vol. 4, pp. 
159-164. 

16 Government of India, Ministry of Labour, Agricultural 
Labour Enquiry, Appendix VI, pp. 407-410. 
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and national scope necessary for a truly successful 
movement. If they are to be a potentially effective 
force in India’s economic development, a great deal 
depends on the Government’s help and guidance of 
the infant agricultural labor movement. 

The Government of India is paying increasing at- 
tention to the problems of her agricultural laborers. 
Among the more important measures, most of which 
are implemented by the state governments, are the 
schemes for resettlement, the fixing of minimum wages, 
efforts to eradicate forced labor, and the promotion of 
the general welfare of the agricultural laborers through 
the community development programs. The recom- 
mendations of the Planning Commission for the wel- 
fare of the agricultural workers include the following: 

1. Occupancy rights on house sites in existing vil- 
lages and in village extensions should be granted and 
provision made, wherever possible, for kitchen gardens. 

2. The bhoodan movement should be supported 
through special assistance for landless workers selected 
for the distribution of donated land. 

3. Labor cooperatives should be organized which 
can serve as the agency for the construction of local 
irrigation and other works. 

4. Blocks of newly-reclaimed land and cultivable 
wasteland should be set apart wherever possible for 
the settlement on cooperative lines of groups of land- 
less agricultural workers and holders of small, un- 
economic plots of land. 

5. Financial assistance should be given to coopera- 
tive groups of landless laborers for such purposes as 
house-building, purchase of bullocks and implements, 
and for ancillary industries for which they are to re- 
ceive training. 

6. Special assistance should be granted in the form 
of educational stipends and vocational technical train- 
ing, as is already done in most states. 

7. Rural extension workers should be made respon- 
sible for attending to the problems of welfare and em- 
ployment of agricultural workers equally with those 
of farmers, and the obligations of the village pan- 
chayat (council) for the welfare of agricultural work- 
ers should be especially emphasized.” 

The degree of implementation of the above program 
varies in different states. In Madras, for example, land- 
less laborers are eligible for a land grant up to a 
maximum of 5 acres of irrigated or 10 acres of dry 
land, and come third in order of priority for land 
assignments. There are also a number of land coloniza- 
tion societies for the purpose of settling landless work- 
ers. In West Bengal, the village panchayats are desig- 
nated in many districts as the organs for promoting 
the welfare of the rural populace including the agri- 





17 The Indian Labour Yearbook, 1953-54, p. 291. 
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cultural laborers. In Hyderabad the state government 
prohibits vatti or begar, so that no service or property 
of the villagers may be requisitioned by government 
officers or others without compensation. In Orissa a 
Welfare Department has been set up which takes care 
of the grant of lands to aboriginals for colonization, 
granting of financial assistance, organization of co- 
operatives among the “backward classes,” and the 
eradication of gothi, or bonded labor, among the hill 
tribes. In Travancore-Cochin a committee of repre- 
sentatives of employers and workers in rural areas has 
been instituted at Kuttanad to improve the conditions 
of agricultural labor.** A few states, such as Andhra, 
Bihar and Madras, have taken steps to provide housing 
for the rural workers on a limited scale. In Madras 
almost 60,000 house sites had been allotted by 1952. 


Minimum Wage Plans 

Regarding minimum wages for agricultural laborers, 
a spokesman of the Ministry of Labour disclosed dur- 
ing a discussion in Parliament in March 1954 that 
“the government will implement the Minimum Wages 
Act in respect to agricultural laborers without delay.”’® 
However, up to 1956 the question of legislating mini- 
mum wages for rural workers had been left to the 
state governments. Up to 1954 minimum wage rates 
for adult male agricultural laborers had been fixed 
by the following 19 (out of 28) states: Ajmer, Andhra, 
Assam, Bihar, Bilaspur, Bombay, Coorg, Delhi, Hi- 
machal Pradesh, Kutch, Madras, Madhya Pradesh, 
Mysore, Orissa, PEPSU, Punjab, Rajasthan, Tripura, 
Uttar Pradesh, Vindhya Pradesh, and West Bengal. The 
rates set varied for different types of work and in dif- 
ferent states. In Bombay, for example, the fixed rates 
were 1 rupee for plowing or sowing, and 12 annas 
for transplanting or weeding; in Delhi 2 rupees were 
paid for plowing or sowing and 1.5 rupees for trans- 
planting or weeding.*® In Uttar Pradesh a minimum 
wage of 1 rupee a day or Rs. 26 a month without 
perquisites was fixed for adult rural workers. For child 
workers (below 18 years), the rate was 10 annas a day 
or Rs. 16.25 a month exclusive of perquisites. Pay- 
ment in cash or in kind or partly in cash and partly 
in kind was permitted, provided the value of the 
wage so paid was not less than the minimum pre- 
scribed,** 

Although the introduction of minimum wage rates 
is an important step toward raising the standard of 
living and enhancing the social status of rural work- 
ers, the success of this measure depends in the long 





18 Ibid., pp. 290-297. 

19 The Indian Worker, New Delhi, March 26, 1954, p. 1. 

20 The Indian Labour Yearbook, 1953-54, p. 289. 

21 Government of India, Ministry of Labour, Agricultural 
Wages in India, 1952, p. 45. 
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run on many other factors, such as the ability of in- 
dustry to absorb the surplus rural labor, the increase 
of agricultural productivity, the prosperity of the rural 
economy and rural community development as a whole. 
On the last point, the community projects, if effectively 
implemented, can play a decisive role in elevating the 
general welfare of agricultural labor.** 

Although the problems of agricultural labor are 
receiving increasing attention from the Indian Gov- 
ernment, actual measures to promote their well-being 
are still carried out only on a limited scale. Many 
factors account for the unspectacular achievement in 
this area—the lack of funds, the inadequacy of trained 
personnel, and the need for better coordination with 
other rural reform programs. A major bottleneck, as 
in so many other attempts at labor reform, lies in the 
ineffective implementation of existing legislation. 

The welfare of the agricultural laborers depends first 
on the development of the rural economy as a whole. 
If the villages of India are not prosperous and healthy, 
the lot of the farm laborers cannot be bettered in the 
long run. Thus rural extension work, community pro- 
jects, and other agrarian reforms will all play a decisive 
role in the improvement of the agricultural labor situ- 
ation. The enhancement of agricultural production and 
productivity are particularly important. There has 
been some progress in India’s grain production in the 
past few years;** however, the bumper harvests in 
1953 and 1954 were helped considerably by favorable 
monsoons and the increase of food grains in 1955 over 
the preceding year was relatively slight. The produc- 
tivity per unit of land and per man hour in India 
are still low, even in comparison with other Asian coun- 
tries. It is essential that efforts be concentrated on 
the enhancement of labor efficiency—efforts toward 
this end may include the provision of greater incen- 
tives, such as better housing facilities, and the improve- 
ment of sanitation and diet to increase the energy and 
general health of rural workers. 

Secondly, the development of secondary and tertiary 
occupations is imperative, to provide alternative em- 
ployment opportunities for surplus rural labor and 
to reverse the trend of the past decades toward mul- 
tiplication of the numbers of agricultural laborers. In 
this connection, although industrialization will help to 
ease the pressure of un- and under-employment, it 
cannot be the panacea for all the ills of agricultural 
labor. In spite of the increase in factory production un- 





22 For a discussion of developments in the community 
projects in India, see Homi J. H. Taleyarkhan, Community 
Projects in India, Popular Book Depot, Bombay, 1953. 

23 Over the past year, grain production in India has 
increased from 54 million tons in 1949 to 65.8 million tons 
in 1956. See India 1955, p. 167 and Indiagram, March 2, 
1956, p. 3. 
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der the First Five-Year Plan (1952-1956), the employ- 
ment situation in urban centers has not improved. And 
more than one million persons are coming into the 
labor market each year in India as her population 
grows at the average rate of 1.25 percent per annum. 
The planned goal to create new employment for 11 
million persons at the end of the Second Five-Year 
Plan may prove to be over-ambitious.** Capital and 
technicians are not yet abundant in India, and it will 
take a long time before even those agricultural laborers 
who are willing to leave their villages in search of 
better economic opportunities can be suitably placed 
in the already congested industrial centers. The pro- 
cess will be prolonged further by the “floating” na- 
ture of the industrial labor force. It was estimated in 
1953 that not more than 20 percent of the workers 
in Indian factories could be termed “settled resi- 
dents.”** As long as the urban labor force consists 
principally of men with families and emotional ties in 
the village, going from job to job, returning home when 
they have saved a little money or when they are 
needed in the fields, the growth of industry cannot 
save the agricultural laborer. A practical way to offer 
effective relief to many rural workers would be the 
energetic promotion of handicrafts and cottage indus- 
tries, and the encouragement of labor-intensive pro- 
jects like road-building, irrigation, conservation, etc. 
This is an indispensable corollary to industrialization 
and measures to build up a stable urban labor force. 

Thirdly, some way must be found to arouse the 
agricultural laboring class to help itself. The illiteracy, 
the feeling of hopelessness and apathy, the lack of po- 
litical power and influence among this group make it 
difficult for legislation in their favor to succeed. Many 
farm laborers are too ignorant or intimidated to make 
effective use of their legal rights. Laws can easily 
be manipulated or bypassed by members of the landed 
classes at the expense of rural wage laborers, and un- 
scrupulous local officials can often be persuaded or 
bribed to cooperate with the men of power. There- 
fore, the Government of India must, in addition to 
effecting economic reforms, focus its attention on 
broadening educational facilities to give the agricul- 
tural laborers the knowledge, courage, and incentive to 
fight for their rights. It must further encourage and 
support agricultural labor organizations, work toward 
democratic reforms in the system of village self-gov- 
ernment, attempt to insure the integrity of local of- 
ficialdom, and promote local movements which strive 
to remove the monopoly of political and economic 
power from the hands of landed, high-caste groups. 

24 See New York Times, May 16, 1956 and Indiagram, 
May 29, 1956. 

25 R. C. Saxena, Labour Problems and Social Welfare, 
1953, pp. 11-23. 
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BURMA IN THE FAMILY OF NATIONS. By Maung 
Maung. With a preface by Dr. J. H. W. Verzijl and a 
foreword by U Chan Tun Aung, Chief Justice of the High 
Court of Burma. Amsterdam: Djambatan, Ltd. New York: 
Institute of Pacific Relations. 1956. 236 pp. $4.50. 


This book, the author’s doctoral thesis at the University 
of Utrecht, is primarily an exposition of Burmese history de- 
signed to exhibit the “place and function of international 
law . . . diplomacy and treaty practice” during the kingdom, 
under the British and the Japanese and since independence. Dr. 
Maung Maung is a skillful writer, lawyer, author of several 
journalistic books, former Burmese government official and 
now one of the leading editors among a young Burmese group 
responsible for the valuable Guardian (monthly) and its daily 
newspaper counterpart. 

The volume under review covers well-ploughed historical 
ground, using established, mainly Western, sources. Its value 
stems from the successful effort in bringing together the data 
relevant to its thesis, and from the sixteen appendices which 
list and reprint in whole or in part various treaties, com- 
mercial conventions and related documents. Dr. Maung Maung 
has made good use of Burmese law cases to point up the 
more recent episodes in his narrative. I would have welcomed 
greater use of Burmese source materials, particularly for the 
19th century, and more careful identifications of a number 
of quotations which abound in his text. 

In common with most writers on Burma Dr. Maung Maung 
alludes to the rise of Burmese nationalism after the Third 
Anglo-Burmese War of 1885 as having its genesis “out of 
Buddhist organizations” (p. 80). He says the first such 
organization began in Mandalay in 1897. My own research on 
this point agrees on the year but gives the Sasanadara So- 
ciety of Moulmein the parental honor; organizing activity in 
Myingyan, Mandalay and Bassein followed in that order. In 
discussing dyarchy—the provision which made Burma a sepa- 
rate province of the British Government of India—Maung 
Maung writes that the single legislative chamber of 103 seats 
“was always assured” of a “Burman majority” (p. 84). This 
was ethnically, but never politically, true. The nature of Bur- 
mese politics during the dyarchical elections of 1922, 1925 
and 1928 precluded any such majority from being formed. 
The issue which divided the parties always revolved about 
the intensity of nationalist feeling translated into support for, 
or opposition to, the British Government. Even when oppo- 
sition nationalist parties won majorities in the general con- 
stituencies, the British governors (Sir Harcourt Butler and 
Sir Charles Innes) chose to ignore the will of the electorate. 

One of the interesting points to which Dr. Maung Maung 
directs his readers is that relating to the British annexation 
of Upper Burma—the remaining portion of the kingdom— 
after the War of 1885 (p. 70). Lord Dufferin, Viceroy of 
India, proclaimed the annexation on January 1, 1886. The 
proclamation itself, however, did not stipulate what kind of 
rule the former kingdom would have. Maung Maung reviews 
the possibilities: replacement of Thibaw with a pro-British 
King capable of ruling the Burmese, ‘..: treating Burma as 
a “protected state” under indirect 1 \\¢; governing through 
the Hlutdaw (the King’s Council) without a king; or place- 
ment directly under British rule. Maung Maung, like other 
historians of Burma, such as Professor D. G. E. Hall, here 
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follows J. Nisbet who in Burma Under British Rule and Be- 
fore (2 vols., London, 1901, pp. 103-7) wrote that Lord Duf- 
ferin, as head of the British Government in India, would have 
preferred to rule Burma indirectly as a protected or buffer 
state (like Afghanistan), retaining some member of the royal 
family or royal council (Hlutdaw). But in fact as early as 
February 1885 Dufferin indicated that if the “French pro- 
ceedings should eventuate in serious attempt to forestall us 
in upper Burmah, I should not hesitate to annex the country; 
and as at present advised, I think that this mode of procedure 
would be preferable to setting up a doubtful prince.” He 
reiterated these views on October 19, 1885, and again after 
his visit to Burma in February 1886. This is made clear in 
the letters and papers used by the official biographer, Sir 
Alfred Lyall, in The Life of the Marquis of Dufferin and 
Ava (2 vols., London, 1905, Vol. II, pp. 118-122). The issue 
has retrospective importance because the annexation, with 
direct rule, instead of replacing Thibaw with a better re- 
garded member of the royal family, contributed to the war 
of “pacification” which in fact followed the fourteen days 
of virtually bloodless conflict with Thibaw. “Pacification” in 
Burma required an army of 32,000 troops and 8,500 military 
police and lasted for at least five years. 

It is good to add Burma In the Family of Nations to the 
still small but growing list of post-independence Burmese 
studies—and especially because it is written by a social scien- 
tist from Burma. 


New York University FRANK N. TRAGER 
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Tue Story oF THE INTEGRATION OF THE INDIAN STATES 
By V. P. Menon 


This important study reveals the inside story of how 
the political and administrative consolidation of India 
was brought about so swiftly. 511 pp. $7.00. 


PARLIAMENT IN INDIA 

By W. H. Morris-Jones 
A remarkably detailed and illuminating analysis by a 
leading British authority. Philadelphia: University of 
Pennsylvania Press. April 1957. 417 pp. About $7.50. 
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